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PREFACE 


The  Medicaid  program,  which  finances  health  care  for  over  20  million  needy 
Americans,  has  undergone  major  changes  since  1981.     Beginning  with  the  Omnibus 
Budget  Reconciliation  Act  of  1981  (OBRA),  Congress  gave  the  states  much  more 
flexibility  to  change  basic  parameters  of  the  program,  including  which  groups 
of  people  are  served,  what  services  are  provided,  how  doctors,  hospitals,  and 
nursing  homes  are  paid,  and  how  care  can  be  organized  in  innovative  ways. 

The  Medicaid  Program  Evaluation  addresses  the  implementation  and  impact  of 
selected  changes  in  the  Medicaid  program  to  provide  knowledge  for  policy 
assessment  and  future  legislative  change.     It  is  focused  on  selected  issues 
and  policy  questions  raised  by  recent  legislation. 

o        Federal  Financial  Participation 
9        Inpatient  Hospital  Reimbursement 
©  Eligibility 
©        Case  Management 

o        Home  and  Community-Based  Waiver  Program 
d  Cost-Sharing 

0        Financial  Incentives  for  Family  Care 
6        Medicare  DRG  Effects  on  Medicaid 
6  Synthesis 

Together  these  studies  are  intended  to  describe  how  recent  changes  have  been 
implemented,  and  analyze  what  their  effects  have  been  for  program  services  and 
costs . 

This  paper  examines  the  change  in  Medicaid  expenditures  in  twelve  states 
during  the  year  following  the  passage  of  OBRA,  a  period  of  both  fiscal 
pressure  and  major  legislative  change  at  the  state  level.     The  paper  analyzes 
policy  changes  in  six  states  in  which  costs  were  controlled  during  the  period 
and  contrasts  this  experience  with  six  states  in  which  expenditures  grew 
fairly  rapidly.     By  contrasting  the  policies  prevalent  in  the  two  sets  of 
states,  the  paper  draws  preliminary  conclusions  about  state  characteristics 
and  behavior  which  led  to  expenditure  growth  or  control. 


Gerald  Adler 
Project  Officer 
HCFA  Office  of  Research 


EXECUTIVE  SUMMARY 


Rates  of  growth  in  Medicaid  expenditures  nationally  slowed  dramatically 
between  fiscal  years  1981  and  1982.     This  study  examines  expenditures  and 
policy  changes  in  a  dozen  states  with  either  high  or  low  growth  in  Medicaid 
spending  between  these  two  years  to  determine  which  policy  changes  appear  to 
have  been  most  associated  with  effective  expenditure  constraint.     That  is,  it 
looks  at  the  question  of  what  types  of  policies  seem  to  be  most  successful  in 
constraining  Medicaid  costs. 

Although  causality  can  only  be  deduced  from  this  analysis,  because  of  a 
lack  of  statistical  controls  for  competing  causal  hypotheses,  a  number  of 
instructive  facts  emerge  from  this  study.     The  findings  can  be  summarized  as 
follows : 

«        States  which  contained  costs  most  successfully  did  so 
primarily  by  controlling  growth  in  institutional 
(hospital,  nursing  home,  and  ICF/MR)  spending. 

©        Differences  between  high  and  low  growth  states  were  not 
associated  with  changes  in  eligibility.     Although  the 
blind  and  disabled  appeared  to  be  less  affected  by  cost 
constraints  than  other  eligibility  groups,  this  was 
apparently  a  result  of  their  high  utilization  of 
institutional  services,  and  not  differential  eligibility 
policies . 

•  Federal  eligibility  changes  mandated  by  OBRA  were 
associated  with  declining  Medicaid  enrollment.  Total 
numbers  of  enrollees  fell  between  1981  and  1982  in  10  of 
the  12  states.     Drops  in  enrollment,  however,  did  not 
differentiate  high  expenditure  growth  from  low  expendi- 
ture growth  states.     The  former  showed  comparatively 
large  spending  increases  in  spite  of  their  declines  in 
enrollment . 

O        States  successful  in  containing  their  growth  in  Medicaid 
spending  showed  much  slower  growth  in  costs  per 
recipient  than  did  other  states,  indicating  control  of 
either  costs  per  unit  of  service  or  recipient 
utilization. 

*  Low  growth  states  were  more  active  in  making  policy 
changes  than  were  high  growth  states,  showing  nearly 
twice  as  many  different  types  of  changes. 

«       Unlike  the  high  growth  states,  the  low  growth  states 
tended  to  institute  new  policies  aimed  at  controlling 
both  increases  in  rates  and  service  utilization,  rather 
than  one  or  the  other. 
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o        The  main  policy-related  impact  of  OBRA,  other  than  the 
across-the-board  eligibility  changes,  appears  to  have 
been  the  provision  allowing  states  to  more  easily  adopt 
new  hospital  reimbursement  methodologies.  Almost 
immediately  after  the  effective  date  of  this  provision, 
three  of  the  low  growth  states  used  it  to  change  their 
methods  of  paying  hospitals  for  Medicaid  covered  care. 

o        States  which  most  successfully  constrained  costs 

primarily  adopted  what  could  be  called  "old"  rather  than 
"new"  policies;  that  is,  they  more  aggressively  used  the 
flexibility  that  they  always  had  to  control  expenditure 
growth.     For  example,  they  constrained  nursing  home 
rates,  eliminated  or  limited  coverage  of  some  services, 
instituted  copayments,  and  tightened  their  admission  and 
utilization  review  processes,  all  policy  options  that 
could  have  been  exercised  prior  to  the  passage  of  OBRA. 

This  analysis  starts  by  providing  some  background  on  federal  legislative 
changes  made  in  the  Medicaid  program  over  the  period  of  time  examined.  Then, 
expenditure  and  policy  changes  between  1981  and  1982  in  twelve  states,  six  of 
which  experienced  low  growth  in  Medicaid  spending  (less  than  5  percent)  and 
six  high  growth  (more  than  10  percent),  are  examined.     States  were  selected  to 
represent  the  extremes  of  high  and  low  growth,  to  accentuate  differences,  and 
on  the  basis  of  the  availability  of  enrollment  data  for  them.     Finally,  the 
analysis  attempts  by  comparison  and  contrast  to  tie  successful  cost  contain- 
ment to  changes  in  policy  over  the  applicable  time  period. 
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I.  INTRODUCTION 


Nineteen-Eighty-Two  was  an  unusual  year  for  the  Medicaid  program.  Prior 
to  that  time,  between  fiscal  years  1979  and  1981,  Medicaid  expenditures 
nationally  had  been  growing  at  a  real  (constant  dollar)  average  annual  rate  of 
more  than  7  percent.     Between  1981  and  1982  real  spending  fell  by  0.4  percent. 
Two  events  occurred  at  the  same  time  as  this  slowdown  in  Medicaid  spending. 
The  first  was  a  serious  slowdown  in  the  economy,  and  the  second  was  the 
passage  of  a  piece  of  legislation,  the  Omnibus  Budget  Reconciliation  Act  of 
1981  (OBRA),  aimed  at  generally  curbing  growth  in  government  spending. 

OBRA  made  a  number  of  changes  in  the  Medicaid  program.     The  most  obvious 
was  a  reduction  in  federal  matching  payments  to  the  states.     Prior  to  OBRA, 
the  proportion  of  total  service  expenditures  paid  by  the  federal  government 
was  based  on  the  ratio  of  state  to  national  per  capita  income  in  each  state. 
The  law  required  this  proportion  to  be  between  50  and  83  percent  of  the  total. 
OBRA,  however,  reduced  the  federal  payments  states  would  otherwise  be  entitled 
to  by  3  percent  in  FY  82,  4  percent  in  FY  83,  and  4.5  percent  in  FY  84. 

The  legislation  did  provide  offsets  to  these  reductions.     First,  the 
reductions  were  lowered  by  one  percentage  point  each  for  states  that:  (1) 
operated  qualified  hospital  cost  review  programs,  (2)  had  unemployment  greater 
than  150  percent  of  the  national  average,  and/or  (3)  could  document  fraud  and 
abuse  recoveries  equal  to  1  percent  of  their  federal  payments.     Second,  states 
could  offset  the  federal  reductions  by  the  amount  their  total  expenditures 
fell  below  a  target,  set  in  FY  82  at  109  percent  of  projected  (prior  to  OBRA) 
FY  81  expenditures. 

These  federal  legislative  changes  increased  pressure  on  the  states  to 
constrain  their  growth  in  Medicaid  spending.     OBRA  also  contained  a  series  of 
provisions  aimed  at  increasing  the  ability  of  states  to  institute  policies 
encouraging  cost  constraint.     Under  the  rubric  "Increased  Flexibility  for 
States,"  OBRA  did  the  following: 


1.  Removed  many  of  the  requirements  regarding  coverage  of 
the  medically  needy.     States  could  now  offer  services  to 
one  medically  needy  group  (e.g.,  the  aged)  without 
offering  them  to  others  (e.g.,  children). 

2.  Allowed  states  to  limit  coverage  of  18  to  20  year  olds. 

3.  Removed  the  requirement  for  "reasonable  cost" 
reimbursement  of  hospitals.     Rates  were  instead  required 
to  be  "reasonable  and  adequate"  to  meet  the  costs  of 
"efficiently  and  economically  operated  facilities." 
That  is,  hospital  reimbursement  became  subject  to  the 
same  standards  as  nursing  home  reimbursement,  with  the 


1.     John  Holahan,  "The  Effects  of  the  1981  Omnibus  Budget  Reconciliation 
Act  on  Medicaid  Spending,"  The  Urban  Institute,  Revised  October  1985. 
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addition  of  a  requirement  that  rates  should  take  into 
account  the  typical  costs  of  hospitals  serving  a 
disproportionate  number  of  low  income  patients. 

4.  Allowed  states  to  limit  freedom  of  choice  to  enter  into 
competitive  bidding  arrangements  for  the  purchase  of 
laboratory  services  and  medical  supplies,  and  to 
implement  "lock-ins"  of  recipients  who  over  utilize 
services  and  "lock-outs"  of  providers  who  abuse  the 
program.     Also  streamlined  the  waiver  and  state  plan 
amendment  approval  process,  requiring  completed  requests 
to  be  ruled  on  within  90  days  of  submission. 

5.  Allowed  states  to  offer,  under  waiver,  home-and- 
community-based  services  as  an  alternative  to 
institutionalization 

6.  Eliminated  restrictions  on  the  use  of  prepaid  providers 
(mainly  HMOs)  by  raising  the  ceiling  on  proportional 
Medicare  and  Medicaid  participation  and  allowing  states 
to  guarantee  that  Medicaid  recipients  would  retain 
eligibility  for  at  least  six  months. 

OBRA  also  made  several  eligibility  changes  which  should  have  had  an 
impact  on  expenditure  growth  between  1981  and  1982.     The  most  important  of 
these  were  a  gross  income  limit  for  AFDC  eligibility  equal  to  150  percent  of 
the  need  standard  in  each  state,  a  limit  on  child  care  deductions,  a  limit  on 
work  related  expenses  of  $75  per  month,  and  a  limit  on  the  work  incentive 
disregard  of  4  months.     These  changes  applied  to  all  states.     One  other 
notable  change  was  to  permit  states  to  vary  medically  needy  income  and  asset 
levels  among  groups.     This  gave  states  the  ability  to  be  more  selective  in 
their  coverage  of  the  medically  needy. 

II.  DATA 

Sources 

The  data  for  this  analysis  were  obtained  from  two  statistical  reports 
submitted  periodically  by  the  states  to  the  federal  government.     The  first 
report,  called  the  HCFA  2082,  details  annual  Medicaid  expenditures  and  recipi- 
ents by  20  different  service  and  eligibility  categories.     For  this  study  these 
categories  were  combined  into  nine  service  categories  [(1)  inpatient  hospital; 
(2)  nursing  homes,  including  both  skilled  and  intermediate  care;   (3)  inter- 
mediate care  facilities  for  the  mentally  retarded;  (4)  physician;  (5)  drugs; 
(6)  outpatient  hospital  and  clinic;  (7)  dental;  (8)  all  other  services;  and 
(9)  total]  and  five  eligibility  categories  [(1)  aged,  (2)  blind,  (3)  AFDC 
adults,  (4)  AFDC  children,  and  (5)  total]. 

The  second  report,  called  the  HCFA  120,  details  monthly  numbers  of 
persons  enrolled  in  the  Medicaid  program  by  the  same  20  eligibility  categories 
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used  in  the  HCFA  2082.     To  provide  comparability  across  data  sets,   the  HCFA 
120  data  were  converted  into  annual  averages  (the  sum  of  monthly  enrollees 
over  each  fiscal  year  divided  by  12)  for  the  same  five  eligibility  categories 
delineated  above.     HCFA  120  data  are  available  only  for  fiscal  years  1981  and 
1982.     The  HCFA  120  average  monthly  enrollee  numbers  will  differ  from  the  HCFA 
2082  recipient  figures  for  two  reasons.     First,  an  individual  can  be  enrolled 
in  the  Medicaid  program  without  using  services;  thus  he  or  she  could  show  up 
in  the  enrollee  numbers  without  showing  up  as  a  recipient.     Second,  while  the 
same  individuals  may  be  counted  as  enrollees  each  month,  the  recipient  counts 
are  designed  to  be  unduplicated.     Thus,  depending  on  the  extent  of  turnover 
within  a  state,  the  reported  number  of  recipients  may  be  higher  than  the 
monthly  average  number  of  enrollees. 

Although  the  HCFA  2082  and  120  data  are  an  excellent  source  of  data  for 
comparing  trends  in  Medicaid  expenditures  and  utilization  across  states,  they 
do  have  a  number  of  flaws.      These  stem  primarily  from  variations  among  states 
in  their  capacity  to  report  the  required  information  in  the  format  requested. 
States  may  not  keep  their  records  in  a  format  conducive  to  filling  out  these 
reports,  and  also,  because  of  the  high  degree  of  latitude  given  states  in 
designing  their  programs,  they  may  interpret  eligibility  or  service  types  in 
ways  that  are  not  entirely  consistent.     Aggregating  the  data,  as  was  done  for 
this  study,  should  reduce  the  impact  of  these  inconsistencies. 

Another  problem  with  the  2082  and  120  data  is  that  they  are  not  subjected 
to  rigorous  monitoring  by  the  federal  government.     Although  HCFA  does  examine 
the  data  in  an  attempt  to  resolve  discrepancies  and  fill  in  missing  data 
elements,  accuracy  is  essentially  the  responsibility  of  the  states.    As  an 
independent  check  on  the  aceuracy  of  the  data  presented  here,  expenditure  and 
enrollee  numbers  were  checked  against  alternative  sources  of  similar  informa- 
tion.    HCFA  2082  data  were  checked  against  expenditure  data  obtained  from  the 
audited  reports  (the  HCFA  64s)  used  by  the  federal  government  to  actually 
compute  federal  matching  payments.     Adjustments  were  made  to  the  2082  reported 
expenditures  where  there  were  discrepancies  under  the  assumption  that  the  HCFA 
64  data,  being  subject  to  rigorous  federal  oversight,  were  more  accurate. 

The  HCFA  120  enrollee  numbers  were  compared  to  similar  data  obtained  from 
the  Social  Security  Administration  on  numbers  of  aged,  blind  and  disabled, 
adults,  and  children  receiving  cash  assistance  payments  under  the  SSI  and  AFDC 
programs.     Average  monthly  Medicaid  enrollees  in  each  of  those  categories 
reported  as  receiving  cash  assistance  were  compared  to  average  monthly  cash 
assistance  recipients  as  reported  in  Social  Security  Administration  data.  The 
two  sets  of  numbers  were  both  close  in  magnitude  and  consistent  in  direction 
of  change  over  time. 

Policy  information  was  obtained  primarily  from  the  Intergovernmental 
Health  Policy  Project's  series  of  reports  entitled  "Recent  and  Proposed 


2.  For  a  more  thorough  discussion  of  the  strengths  and  weaknesses  of 
these  data,  see  Adler,  Cromwell,  and  Schurman,  "Uses,  Strengths,  and  Weak- 
nesses of  Selected  Medicaid  Data  Bases,"  HCFA  Office  of  Research,  March  1982. 
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Changes  in  State  Medicaid  Programs"  and  from  unpublished  information  obtained 
from  the  National  Governors'  Association's  State  Medicaid  Information  Center. 
These  data  were  supplemented  in  some  cases  with  information  obtained  through 
phone  conversations  with  state  officials. 

Selection  of  States 

The  twelve  states  used  in  this  analysis  were  selected  according  to  two 
main  criteria.     The  first  concerned  their  patterns  of  expenditure  growth  in 
the  years  just  prior  to  and  immediately  following  the  institution  of  the 
policy  changes  contained  in  OBRA  (fiscal  years  1979-1981  and  1981-1982).  High 
expenditure  growth  states  were  defined  as  those  which  experienced  double-digit 
annual  rates  of  growth  both  before  and  after  the  time  period  of  interest.  Low 
growth  states  were  defined  as  those  which  experienced  double-digit  annual 
rates  of  growth  in  the  two  years  prior  to  OBRA,  but  a  single-digit  rate  of 
growth  immediately  following  the  changes  made  in  that  legislation.  This 
selection  process  ensured  that  the  states  examined  would  show  as  much  contrast 
as  possible  post-OBRA,  but  should  have  been  fairly  similar  prior  to  that. 
Table  1  shows  Medicaid  expenditure  growth  rates  for  the  twelve  states  examined 
in  this  study. 

The  second  criterion  was  that  the  states  selected  had  to  be  ones  for 
which  HCFA  120,  as  well  as  HCFA  2082,  data  were  available.     Valid  enrollee 
data  could  be  obtained  from  only  31  states. 

III.    ANALYSIS  OF  DATA 

Expenditures 

Table  2  shows  the  percent  change  in  institutional  and  non- institutional 
expenditures  for  each  of  the  twelve  study  states.     The  top  half  of  the  table 
contains  the  states  with  low  growth  between  fiscal  years  1981  and  1982;  the 
bottom  half  contains  the  high  growth  states.     Growth  rates  in  total  expendi- 
tures ranged  from  -1.8  to  2.7  percent  among  the  low  growth  states,  and  from 
10.7  to  19.8  percent  among  the  high  growth  states.     This  table  exemplifies  the 
importance  of  institutional  expenditures  to  total  spending.     Growth  rates  for 
all  non- institutional  services  between  1981  and  1982  vary  widely  among  both 
high  and  low  growth  states.     For  example,  two  of  the  high  growth  states, 
Florida  and  Pennsylvania,  show  low  growth  in  non-institutional  expenditures 
(2.3  and  0.2  percent,  respectively),  and  one  of  the  low  growth  states,  Texas, 
shows  relatively  high  growth  in  non-institutional  expenditures  (9.6  percent). 
There  is  no  overlapping  of  rates  of  growth  between  1981  and  1982  on  the 
institutional  side,  however.     The  lowest  growth  rate  in  institutional  spending 
among  the  high  growth  states,  8.8  percent  in  Colorado,  is  still  higher  than 
the  highest  growth  rate,  6.4  percent  in  North  Carolina,  among  the  low  growth 
states.     Moreover,  differences  between  the  two  groups  in  the  remaining  states 
are  much  more  dramatic.     The  lowest  growth  rate  among  the  five  remaining  high 
growth  states  is  more  than  double  the  highest  growth  rate  among  the  remaining 
low  growth  states.     In  contrast,  growth  rates  for  expenditures  in  both 
categories  were  double-digit  for  all  states  between  1979  and  1981. 
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Table  1 

Medicaid  Expenditure  Growth 
1979-1982 


Expenditures         Average  Annual 

1979  Percent  Change        Percent  Change 

State  (in  millions)  1979-1981  1981-1982 


California 

$2,478.0 

19.7% 

1.6% 

Colorado 

159.9 

15.4 

10.7 

Florida 

348.0 

19.3 

13.8 

Illinois 

935.4 

24.5 

-1.8 

Maryland 

324.9 

19.7 

2.7 

Minnesota 

486.9 

18.0 

17.8 

North  Carolina 

342.3 

18.4 

1.7 

Ohio 

676.0 

24.3 

19.8 

Pennsylvania 

1,132.3 

14.3 

11.2 

Texas 

918.5 

13.2 

-0.7 

Utah 

72.3 

11.2 

15.8 

Wisconsin 

618.2 

15.6 

-0.8 

Source:    HCFA  2082  reports,  unpublished. 


8 


i 

e 
o 
z 

CO 
3 
ID 
U 

> 

<v|      >4  GO 
CO  ON 

u  e  — • 
—     o  I 

J3      —I  Ov 

a     u  n 

H       3  ON 


0 


-a 
a 
v 
a. 

x 
u 


01 

00 

e 

CS 

fN 

00 

u 

on 

!S 

4* 

4* 

t 

0 

e 

— ^ 

H 

01 

00 

u 

on 

t=> 

V 

a. 

01 

00 

c 

os 

cn 

.c 

co 

t-> 

on 

^ 

u 

1 

c 

' — ' 

01 

CO 

y 

on 

CD 

u 

01 

0) 

CJ 

a. 

> 

u 

01 

i— i 

01 

to 

CS 

SO 

3 

c 

-H 

e 

ns 

(0 

c 

— 

CO 

e 

< 

U 

o> 

o 

l"H 

1 

00 

c 

on 

3 

cs 

01 

r~ 

*J 

u 

u 

On 

•"^ 

01 

u 

ij 

> 

V 

co 

< 

a. 

c 

1 

c 

o 

CO 

z 

01 

C 

u 

o 

3 

>H 

4J 

-* 

•H 

T3 

rv. 

e 

on 

a 

01 

— * 

Q. 

P 

X 

>H 

01 

«> 

01 

00 

c 

a 

CM 

•C 

CO 

W 

4W 

1 

e 

01 

co 

u 

oi 

u 

•-4 

V 

a 

a. 

« 

u 

—4 

> 

>H 

01 

u 

<fl 

00 

41 

3 

c 

M 

C 

re 

e 

J= 

co 

iH 

< 

u 

on 

(0 

t— » 

C 

01 

4-1 

1 

o 

so 

e 

ON 

-H 

IS 

a 

rv 

w 

u 

<j 

On 

3 

01 

u 

4J 

> 

01 

CSm 

4W 

m 

s 

^v 

cs 

m 

01 

c 

b 

o 

3 

*4 

on 

■o 

r-- 

e 

on 

a 

ai 

— s 

a 

c 

X 

UJ 

</> 

4  33  N  N  N  CO 


W  -  N         O  O 


•J  ^  i/l  CO  *o  o 


(M  ST   *   -i   *  O 

I    I  -I  I 


O  CO  ^  N  1A 


in  in  m  ^ 

vO  O  in  «cf  On  cn 

rn  s  co  cit  o  c^ 

ON  CN  (M  — 


O  O  -  -C  O  Oi 

O  vO  O  <f  o 


«i  h  o  <e  <r  4 


in      w  CA  N 


CO  On         ON  — 4 

-t  30  O  rs  c\  in 

>j  in  ■»  o  co 

m  <  N  n  n  < 


c  3)  -o  co 

U  -I  c  O 

o  o  us 

n-  c  -<  j= 

-I  ~H  >>  u 

—4  U  U 

(8  "i  co  0 

U  -  E  Z 


c 

00  0 

eg  cj 

X  CD 

01  — ' 
H  3 


re 
u 

ws 


01 

00 

e 

(Q 

CN 

j: 

CO 

ON 

1 

c 

«M 

0) 

CO 

u 

ON 

u 

Of 

Ct, 

01 

00 

c 

ce 

CVi 

GO 

C^i 

1 

00 

u 

ON 

u 

O1 

Q. 

01 

<S 

00 

3 

c 

C 

CS 

—4 

C 

CO 

< 

ON 

=1 

1 

00 

c 

ON 

ce 

01 

rv. 

b 

u 

Ov 

u 

> 

1) 

< 

0. 

CD 

GO 

01 

e 

I- 

o 

3 

-H 

w 

— < 

CJv 

■H 

T5 

fv. 

C 

ON 

a 

01 

Qc 

B 

X 

—4 

U 

</> 

aj 

00 

c 

re 

r~ 

QO 

ON 

| 

£ 

cy 

00 

o 

ION 

k. 

QJ 

a. 

i—4 

<y 

(0 

00 

3 

C 

ce 

■ 

e 

CO 

<■ 

ON 

01 

t 

oo 

ON 

re 

0> 

u 

u 

ON 

01 

u 

•-4 

> 

4) 

< 

a> 

CO 

C0 

0) 

e 

ks 

o 

3 

■H 

4U 

•H 

C7N 

"H 

-a 

c 

ON 

a 

01 

— t 

a 

c 

X 

■H 

u 

01 
u 
re 
u 


»  CO  CO  CO  n  CO 
O  n  n  ch  «4  in 


B  n  o  m  n  m 
\fl  N  n  n  O  N 


vO  m  in  o  O  O 


m  *  M  ON  N  N 

n  o  ^  'J  h  in 

en  oi  o>  \o  o  — 

</>  —I  CN 


co  n  *j  c?»  *j  co 


-  Ji  PI  O  CO  CM 


itn  m  rv.  — 4  sjo 

m;  ^  M  ^  O  is 

n  in  eji  h  n  m 

n  n  >n  o> 


CO 

O  4J 

•O  CS  O 

cs  t:  to 

b  H  CJ 

O  U  C  O 

-l  O  C  -i 

O  — i  -h  J=    HI  u 

cj  u.  r  C  a.  = 


3 


k) 

o 

14* 

— 

co 

4J 

c 

—4 

cu 

•«4 

O 

CO 

14* 

CO 

00 

01 

3 

u 

u> 

re 

■o 

CJ 

— 

41 

c 

4J 

CO 

IS 

-»-t 

u 

■o 

«H 

01 

CO 

a 

>. 

u 

JZ 

01 

a. 

4-1 

e 

CO 

■H 

c 

-H 

T3 

■o 

C 

3 

CO 

-* 

CJ 

c 

>%  ■H 

CO 

CJ 

m 

CO 

00 

m 

rj 

111 

al 

*j 

re 

CD 

cu 

g 

01 

u 

J= 

01 

4-1 

4-1 

0 

c 

rH 

-H 

■o 

CO 

c 

m 

Ul 

O 

-o 

01 

4-1 

co 

CO 

c 

CO 

0 

CJ 

i-H 

to 

ce 

01 

4-1 

u 

a 

> 

CS 

Id 

o 

01 

JZ 

CO 

ij 

r-* 

c 

crj 

01 

c 

O 

4-1 

CO 

u 

CL 

c 

4J 

4-4 

U-l 

CO 

o 

c 

— H 

4-1 

1 

CO 

c 

0 

OS 

z 

c 

o 

CJ 

CO 

CO 

0) 

cu 

CJ 

o 

> 

> 

u 

u 

Ol 

CO  c 

o  o 

CM  —4 


9 


Table  3  disaggregates  institutional  expenditures  by  service  type.  The 
only  thoroughly  consistent  pattern  that  emerges  from  this  disaggregation  is 
that  the  high  growth  states  without  exception  experienced  large  increases  in 
intermediate  care  facility  for  the  mentally  retarded  (ICF/MR)  expenditures 
between  1981  and  1982.     Although  two  low  growth  states  also  show  large  ICF/MR 
expenditure  growth  over  the  same  time  period;  in  those  states  (North  Carolina 
and  Texas)  that  growth  was  offset  by  declines  in  either  hospital  or  nursing 
home  spending. 

The  other  pattern  that  emerges  from  these  data  concerns  hospital 
spending.     In  five  of  the  six  low  growth  states  there  was  a  dramatic  slowdown 
in  hospital  spending,  compared  to  a  speedup  in  five  of  the  six  high  growth 
states.     Finally,  although  most  of  the  states  in  both  groups  show  slowdowns  in 
their  rates  of  growth  in  nursing  home  expenditures,  the  actual  rate  of 
spending  growth  between  1981  and  1982  was  in  most  cases  lower  in  the  low 
growth  states.    Disaggregation  of  non- institutional  services  revealed  no 
consistent  patterns. 

Table  4  presents  data  on  Medicaid  spending  growth  between  1981  and  1982 
by  eligibility  category.     The  data  Indicate  that  expenditure  constraint 
affected  all  eligibility  groups  in  the  low  growth  states.     In  each  state 
within  this  group,  expenditures  for  at  least  one  eligibility  category  declined 
over  the  period,  and  increases  were  small  in  all  but  two  cases  (the  blind  and 
disabled  in  Maryland  and  adults  and  children  in  Wisconsin).     It  does  not 
appear  that  any  eligibility  group  was  consistently  singled  out  for  constraint, 
but  rather  that  the  impact  of  cost  constraints  on  different  eligibility  groups 
varied  by  state.     In  general  it  does  appear,  however,  that  the  blind  and 
disabled  were  somewhat  less  affected  than  the  other  two  groups,  probably 
because  of  expenditures  on  ICF/MR  services,  which  were  growing  fairly  rapidly 
even  in  some  of  the  low  growth  states.     ICF/MR  spending  growth  probably 
explains  the  40  percent  increase  in  expenditures  on  the  blind  and  disabled  in 
Maryland . 

In  direct  opposition  to  the  low  growth  group,  the  high  growth  states  show 
a  pervasive  pattern  of  large  expenditure  increases  across  all  eligibility 
groups.     In  no  case  did  expenditures  for  any  eligibility  group  in  these  states 
decline  over  the  period.     More  than  two-thirds  of  the  rates  of  growth  were  in 
excess  of  10  percent.    As  was  true  of  the  low  growth  states  it  appears  that 
expenditure  growth  was  generally  higher  for  services  to  the  blind  and  disabled 
than  for  services  to  the  other  two  groups.     Again  this  probably  reflects  the 
impact  of  these  states'  rapid  growth  in  ICF/MR  spending. 

There  do  not  appear  in  general  to  be  consistent  differences  between  high 
and  low  growth  states,  aside  from  the  differences  in  overall  rates  of  cost 
growth.     That  is,  spending  growth  is  typically  lower  in  the  low  growth  states 
in  all  eligibility  categories,  indicating  that  successful  cost  constraining 
policies  enacted  during  this  time  period  were  not  aimed  toward  reductions  in 
spending  for  only  certain  types  of  eligibles.     Although  the  blind  and  disabled 
did  fare  better  in  both  groups  of  states  than  the  aged  and  adults  and 
children,  this  probably  reflects  the  types  of  services  used  (e.g.,  ICF/MR 
services  by  those  classified  as  disabled)  rather  than  eligibility  policies. 
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Eligibility 

To  further  examine  whether  differences  in  spending  between  these  two 
groups  of  states  may  have  been  associated  with  eligibility  changes  over  this 
period  of  time,  average  monthly  numbers  of  enrollees  were  computed  for  the  two 
main  classes  of  Medicaid  eligibles  (i.e.,  SSI  and  AFDC  related).     These  data 
are  presented  in  Table  5.     The  data  are  not  consistent  with  the  hypothesis 
that  systematic  enrollment  changes  were  responsible  for  differences  in 
spending  growth  among  these  states.     All  but  two  of  the  twelve  states  show 
declines  in  total  enrollment  between  1981  and  1982,  and  of  the  two  not  showing 
declines,  one  is  a  high  growth  state  (California)  and  one  a  low  growth  state 
(Minnesota) . 

Expenditures  Per  Recipient 

If  differences  in  Medicaid  cost  constraint  between  the  low  and  high 
growth  states  are  not  associated  with  differences  in  enrollment,  they  must  be 
associated  with  either  utilization  controls  or  control  of  costs  per  unit  of 
service.     Table  6  decomposes  Medicaid  expenditure  growth  for  the  twelve  study 
states  into  the  percentage  due  to  changes  in  recipients  and  the  percentage  due 
to  changes  in  expenditures  per  recipient.     These  data  suggest,  as  did  the 
enrollee  data,  that  expenditure  restraint  observed  in  the  low  growth  states 
relative  to  the  high  growth  states  was  not  due  to  reductions  in  numbers  of 
recipients.    As  was  true  with  the  enrollee  data,  recipients  declined  in  nearly 
all  of  the  states  in  both  groups  between  1981  and  1982,  and  the  declines 
across  groups  were  similar  in  magnitude. 

The  difference  in  expenditure  restraint,  then,  appears  to  lie  in  the 
change  in  expenditures  per  recipient.     While  none  of  the  low  growth  states 
exhibited  an  increase  in  per-recipient  spending  in  excess  of  10  percent,  the 
lowest  growth  rate  in  this  component  among  the  high  growth  states  exceeded 
that  level.     The  average  rate  of  growth  in  expenditures  per  recipient  In  the 
low  growth  states  was  2.4  percent,  compared  to  18.1  percent  for  the  high 
growth  group.     Unfortunately,  the  data  do  not  allow  us  to  distinguish  between 
low  rates  of  growth  due  to  utilization  controls  of  the  type  that  limit  the 
amount  of  services  used  by  each  recipient,  and  unit  cost  controls  that  limit 
the  price  paid  for  services  delivered.     For  example,  low  rates  of  growth  in 
spending  per  recipient  for  inpatient  hospital  services  could  reflect  limits  on 
lengths  of  stay  or  limits  on  increases  in  Medicaid  hospital  rates. 

Policy  Changes,  1981-1982 

The  preceding  analysis  of  Medicaid  spending  first  revealed  that  the 
states  which  more  successfully  constrained  their  total  expenditure  growth 
between  1981  and  1982  did  so  largely  by  controlling  their  spending  on  one  or 
more  of  the  following:     inpatient  hospitals,  nursing  homes,  and  ICF/MRs.     In  a 
way  this  only  confirms  what  might  have  been  expected  to  begin  with;  that  is, 
to  control  total  Medicaid  spending  states  must  control  one  or  more  of  the 
largest  Medicaid  expenditure  items.     In  1981,  inpatient  hospital,  nursing 
home,  and  ICF/MR  expenditures  accounted  for  approximately  69  percent  of  total 
Medicaid  spending  nationwide. 


Table  5 

Medicaid  Enrollees,  1981-1982 


Low  Growth  States 


Aged,  Blind  and 

Disabled 

Adults  and 

Children 

Total 

Enrollees 

Percent 

Enrollees 

Percent 

Percent 

1981 

Change 

1981 

Change 

Change 

State 

(in  thousands) 

1981-82 

(in  thousands) 

1981-82 

1981-82 

California 

827.2 

-2.0 

1,750.3 

1.3 

0.2 

ixxinoj.9 

176.7 

-6.6 

7^7  L 

\j .  i. 

Maryland 

72.6 

-3.0 

70.4 

-6.4 

-5.6 

North  Carolina 

91.2 

-8.3 

209.7 

-16.8 

-14.2 

Texas 

318.0 

-3.0 

318'.  0 

-12.4 

-7.7 

Wisconsin 

103.2 

-4.8 

i  •  o 

High  Growth 

States 

Aged,  Blind  and 

Disabled 

Adults  and 

Children 

Total 

Enrollees 

Percent 

Enrollees 

Percent 

Percent 

1981 

Change 

1981 

Change 

Change 

State 

(in  thousands) 

1981-82 

(in  thousands) 

1981-82 

1981-82 

Colorado 

40.2 

3.8 

87.4 

-8.0 

-4.3 

Florida 

195.2 

0.7 

292.6 

-6.5 

-3.6 

Minnesota 

62.8 

1.7 

148.2 

8.8 

6.7 

Ohio 

148.2 

-4.3 

594.7 

-1.2 

-1.8 

Pennsylvania 

226.7 

-11.5 

726.4 

-7.8 

-8.7 

Utah 

11.1 

-5.2 

45.5 

-10.9 

-9.8 

Source:    HCFA  120  reports,  unpublished. 
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Table  6 

Medicaid  Expenditure^  Growth 
Per  Recipient 
1981-1982 


Low  Growth  States 


Percent  Change 


Recipients 

Percent  Change 

Expenditures 

in  Expenditures 

1981 

in  Recipients 

Per  Recipient 

Per  Recipient 

State 

(in  thousands) 

1981-82 

1981 

1981-82 

California 

3,616.9 

3.6% 

$  981 

-2.0% 

Illinois 

1,110.7 

-4.3 

1,305 

2.6 

Maryland 

328.2 

-1.5 

1,419 

4.3 

North  Carolina 

382.4 

-7.5 

1,254 

9.9 

Texas 

705.8 

-4.2 

1,667 

3.6 

Wisconsin 

445.2 

3.3 

1,856 

-4.0 

High  Growth  States 


Percent  Change 


Recipients 

Percent  Change 

Expenditures 

in  Expenditures 

1981 

in  Recipients 

Per  Recipient 

Per  Recipient 

State 

(in  thousands) 

1981-82 

1981 

1981-82 

Colorado 

145.5 

-1.3% 

$1,463 

12.8% 

Florida 

539.2 

-3.5 

918 

18.0 

Minnesota 

324.0 

-0.2 

2,091 

18.1 

Ohio 

856.7 

2.5 

1,220 

16.9 

Pennsylvania 

1,090.0 

0.8 

1,358 

10.3 

Utah 

68.1 

-12.5 

1,315 

32.4 

Source:     HCFA  2082  reports,  unpublished. 


Differences  between  the  sum  of  the  percent  changes  in  recipients  and 

expenditures  per  recipient  and  a  state's  percent  change  in  total  expenditures 

represent  the  joint  effect  of  changes  in  recipients  and  expenditures  per 
recipient . 
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Second,  analysis  of  expenditure  and  eligibility  data  indicated  that  the 
method  by  which  most  of  the  low  growth  states  accomplished  their  slowdowns  in 
spending  apparently  involved  the  control  of  either  recipient  utilization  or 
control  of  costs  per  unit  of  service.     Although  numbers  of  enrollees  and 
recipients  did  decline  in  most  of  the  states,  these  declines  were  not 
consistently  associated  with  differences  in  rates  of  growth  in  spending. 
Thus,  the  most  effective  cost  constraining  policies  enacted  by  states  over 
this  period  of  time  must  have  been  related  to  the  control  of  institutional 
service  utilization  and/or  institutional  service  rates  of  payment. 

This  section  examines  the  policy  changes  adopted  by  these  states  over  the 
1981-1982  time  period.     Tables  7  and  8  classify  the  major  cost  constraining 
policies  adopted  by  the  twelve  study  states  between  the  beginning  of  calendar 
year  1981  and  the  middle  of  calendar  year  1982.     Policy  changes  enacted  over 
this  period  of  time  are  considered  for  purposes  of  this  study  those  most 
likely  to  have  affected  expenditure  growth  between  fiscal  years  1981  and 
1982.     This  judgment  is  somewhat  arbitrary,  but,  considering  lags  in 
implementation  and  the  beginning  dates  of  the  states'  fiscal  years  (most  have 
fiscal  years  beginning  July  1,  meaning  a  policy  implemented  at  the  start  of 
state  fiscal  year  1983  would  have  affected  expenditures  in  federal  fiscal  year 
1982)  it  is  unlikely  to  be  very  far  off.     Moreover,  it  was  generally  clear 
after  careful  examination  of  the  policy  changes  which  ones  were  intended  to 
reduce  expenditures  over  the  time  period  of  interest  here.     The  tables  exclude 
changes  that  were  considered  unlikely  to  have  had  any  impact  on  overall 
expenditures,  for  example  limited  scope  waiver  projects  or  small  pilot  tests 
of  new  service  delivery  methods.     They  also  exclude  changes  that  were 
legislated  or  mandated  but  apparently  never  put  into  effect. 

The  classification  scheme  organizes  the  policy  changes  into  broad  areas 
representing  the  primary  factors  that  determine  state  Medicaid  spending;  that 
is:     (1)  the  number  of  people  categorically  and  financially  eligible  for  the 
program,  (2)  the  services  covered  by  the  program,  (3)  the  cost  per  unit  of 
service  covered,  (4)  the  utilization  of  covered  services  by  those  eligible, 
and  (5)  the  state's  liability  for  the  cost  of  services  delivered  to  those 
eligible. 

Table  7  illustrates  that  the  low  growth  states  were  very  active  over  this 
time  period.     These  six  states  enacted  a  total  of  75  cost  constraining  policy 
changes,  with  four  of  the  six  showing  more  than  10  changes  each.     In  contrast, 
the  high  growth  states  (Table  8)  enacted  a  total  of  only  39  changes,  and  only 
one  high  growth  state  made  as  many  as  10.     Thus,  a  gross  examination  of  the 
data  suggests  that  the  low  growth  states  were  simply  more  aggressive  about 
cost  control;  they  enacted  a  relatively  large  number  of  changes  geared  toward 
reducing  Medicaid  expenditure  growth,  perhaps  because  they  were  under  more 
severe  fiscal  pressure. 

This  does  not  mean,  however,  that  the  simple  quantity  of  changes  was 
necessarily  associated  with  slower  expenditure  growth.     Because  the  expendi- 
ture data  seem  most  consistent  with  the  notion  that  control  of  spending  was 
associated  with  control  of  per-recipient  costs,  it  seems  prudent  to  examine 
the  rate  and  utilization  control  policies  enacted  by  these  twelve  states  to 
determine  which  policies  appear  to  have  been  most  associated  with  slower 
growth  in  costs. 
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Table  7 

Classification  of  Cose  Constraining  Policy  Changes 
January  1981  through  June  1982 
Low  Growth  States 


North 

Policies  Enacted  Affecting:  California      Illinois      Maryland      Carolina      Texas      Wisconsin  Total 


Eligibility 

Specific  Groups  x                                                         x  2 

Income  Standards  x  I 

Spend-down  x  I 

Quality  Control  x                                                                        x  2 

Service  Coverage 

Inpatient  Hospital  x                 x  2 

Hospital  Administrative  Days  x                  x  2 

Nursing  Homes  x  1 

ICF/MR  0 

Physicians  x  L 

Drugs  xx                                    x              x               x  5 

Clinic  and  OHS  x  I 

Dental  x                                                                   x  2 

Other  xx                                                                   x  3 

Rates 

Inpatient  Hospital  x                    x                                    x                              x  4 

Hospital  Administrative  Days  x                                                                                        x  2 

Nursing  Homes  x                                                                   x  2 

ICF/MR  "                             x  I 

Physicians  x                                                         x              x                x  4 

Other  Practitioners  x                                                         x                              x  3 

Drugs  x                                                         x                              x  3 

Clinic  and  OHS  x                     x                                   x                              x  4 

Other  x                                                         x                              x  3 

Utilization 

Copayments  x                      x                                     x                                x  4 

Preauthorization  of  Service  x                      x                  x                  x  4 

Utilization  and/or  Admission  Review  x  x  x  x  4 
Recipient  '"Lock-ins"/Provider 

"lock-out"  xx                                    x  3 

Fraud  and  Abuse  Control  x                    x                 x                                                x  4 

Liability 

Third-Party  x                     x                 x  3 

Local  Government  x                              x  2 

Recipient's  Estate  or  Family  x                                                         x  2 

Total  20                   13                 6                 16             4               16  75 


Source:     Intergovernmental  Health  Policy  Project,  "Recent  and  Proposed  Changes  in  State  Medicaid  Programs: 

A  Fifty  State  Survey,"  (Washington,  D.C. :     The  Intergovernmental  Health  Policy  Project,  April,  1982 
and  July,  1982);  and  unpublished  survey  data  from  the  State  Medicaid  Information  Center,  National 
Governor's  Association,  in  Washington,  D.C. 
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Table  8 

Classification  of  Cost  Constraining  Policy  Changes 
January  1981  through  June  1982 
High  Growth  States 


Policies  Enacted  Affecting:  Colorado  Florida        Minnesota        Ohio      Pennsylvania      Utah  Total 


Eligibility 

Specific  Croups  x                                   x                                   x  3 

Income  Standards  0 

Spend-down  x  1 

Quality  Control  0 

Service  Coverage 

Inpatient  Hospital  x                                   x  2 

Hospital  Administrative  Days  0 

Nursing  Homes  0 

ICF/MR  0 

Physicians  0 

Drugs  x                                                     x                 x  3 

Clinic  and  OHS  x  L 

Dental  x  I 

Other  x                                                     x                 x  3 

Rates 

Inpatient  Hospital  x                                   x  2 

Hospital  Administrative  Days  0 

Nursing  Homes  x                     x                                                      x                 x  4 

ICF/MR  0 

Physicians  x                                       x  2 

Other  Practitioners  x  1 

Drugs  x  1 

Clinic  and  OHS  x                 x  2 

Other  x  1 

Utilization 

Copayments  x  l 

Preauthorization  of  Service  x                     x                 x  3 

Utilization  and/or  Admission  Review     x  1 

Recipient  "Lock-ins "/Prof icer  x  1 

Fraud  and  Abuse  Control  0 

Liability 

Third-Party  x                     x                 x                                   x  4 

Local  Government  x  I 

Recipient's  Estate  or  Family  x  1 

Total  8                      7                  10                 3                  6                  5  39 


Source:     Intergovernmental  Health  Policy  Project,  "Recent  and  Proposed  Changes  in  State  Medicaid  Programs: 

A  Fifty  State  Survey,"  (Washington,  D.C.:     The  Intergovernmental  Health  Policy  Project,  April,  1982 
and  July,  1982);  and  unpublished  survey  data  from  the  State  Medicaid  Information  Center,  National 
Governor's  Association,  in  Washington,  D.C. 
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Table  9  presents  brief  descriptions  of  the  rate  and  utilization  control 
policies  enacted  by  the  low  growth  states.     The  expenditure  analysis  in  the 
previous  section  showed  that  much  of  the  cost  constraint  exhibited  by  these 
states  was  concentrated  in  inpatient  hospital  spending.     As  discussed  below, 
the  policy  data  show  that  the  inpatient  hospital  rate  area  was  also  one  in 
which  most  of  these  states  made  policy  changes.     In  addition,  the  data  show 
that  the  states  successful  at  constraining  hospital  costs  combined  rate 
controls  with  utilization  controls,  such  as  tightened  preadmission  and/or 
utilization  review  standards,  or  simple  limits  on  the  number  of  days 
covered. 

California,  for  example,  limited  hospital  rate  increases  to  6  percent 
and  at  the  same  time  expanded  hospital  length  of  stay  and  admission  reviews. 
Illinois  set  utilization  adjusted  hospital  rates  at  levels  that  met  a  legis- 
latively mandated  aggregate  target  spending  figure,  'which  was,  according  to 
officials  in  the  state  budget  bureau,  $106  million  less  than  spending  would 
have  been  in  the  absence  of  any  changes.     Maryland  already  had  an  alternative 
Medicaid  hospital  rate  setting  system  in  operation.     For  1982  the  state 
adopted,  in  addition,  a  coverage  limit  of  20  days  per  illness  and  instituted 
several  other  utilization  controls,  such  as  preadmission  reviews  for  elective 
surgeries.     North  Carolina  initiated  a  prospective  hospital  reimbursement 
system  between  1981  and  1982.     To  control  utilization  in  higher  cost  hospi- 
tals, the  state  added  a  provision  (in  July  of  1982)  that  reduced  payment  rates 
for  Medicaid  days  in  excess  of  an  annual  limit  in  higher-than-average  cost 
hospitals  to  the  average  cost  in  lower  cost  hospitals.     Wisconsin,  on  the 
other  hand,  imposed  a  limit  on  rate  increases  but  apparently  did  not  move  to 
limit  increases  in  utilization;  and  even  with  rate  controls  Wisconsin's 
inpatient  hospital  expenditures  grew  by  16  percent  between  1981  and  1982. 

Policy  change  data  in  two  of  the  high  growth  states  (Table  10)  are  also 
consistent  with  the  hypothesis  that  attempting  to  control  rate  increases  or 
utilization  separately  may  be  less  effective  than  attempting  to  control  both 
at  the  same  time.    Minnesota  imposed  a  limit  of  8  percent  on  increases  in 
rates  for  all  providers;  nonetheless,  hospital  expenditures  in  the  state  grew 
by  nearly  25  percent.     Similarly,  Utah  instituted  limits  on  hospital  lengths 
of  stay,  but  experienced  a  24  percent  increase  in  hospital  expenditures. 
Thus,  the  data  for  both  sets  of  states  can  be  construed  to  suggest  that  the 
states  that  were  successful  in  holding  down  hospital  cost  increases  enacted 
policies  that  insured  rate  controls  could  not  be  offset  by  increases  in  volume 
or  vice  versa. 


3.     The  6  percent  limitation  was  eventually  overturned  in  court.  Thus, 
it  is  unclear  what  impact  it  may  have  had  on  spending  other,  perhaps,  than  in 
a  political  sense.     The  state's  approved  reimbursement  methodology  was  an 
alternative  one,  nonetheless,  that  based  rates  on  costs  per  discharge  with 
inflation-related  limits,  and  after  the  6  percent  limit  was  struck  down  this 
system  was  tightened  as  noted  in  the  table.     Losing  this  court  case  prompted 
the  state  to  move  to  a  contracting  system  with  negotiated  rates. 
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The  low  growth  states'  success  in  controlling  nursing  home  expenditures 
seems  less  related  to  the  institution  of  new  policies  than  does  their  success 
in  controlling  hospital  spending.     In  only  one  of  these  six  states,  Wisconsin, 
was  low  growth  in  nursing  home  expenditures  apparently  related  to  the  institu- 
tion of  new  cost  control  policies.     In  that  state,  a  7  percent  limit  was 
placed  on  increases  in  nursing  home  (and  ICF/MR)  rates,  as  well  as  restric- 
tions on  admission  to  its  lowest  two  levels  of  ICF  care  (which  are  geared 
toward  individuals  needing  primarily  personal  or  residential  rather  than 
medical  care) . 

Most  of  the  remaining  low  growth  states,  however,  already  had  in  place 
nursing  home  policies  designed  to  control  growth  in  nursing  home  spending. 
Texas,  for  example,  was  in  the  middle  of  its  three-year  phase-out  of  one  of 
its  two  ICF  levels  of  care  (the  lower  level).     In  addition,  California, 
Illinois  and  Texas  all  set  nursing  home  rates  according  to  a  flat-rate  type 
methodology  which  takes  the  median  (California  and  Illinois)  or  60th  percen- 
tile (Texas)  cost  in  a  base  year  and  inflates  it  to  the  rate  year  using  the 
percentage  change  in  a  state  constructed  index  of  inflation.     Each  home  is 
then  paid  at  the  flat  rate,  regardless  of  its  own  individual  costs.  This 
methodology  gives  the  state  a  great  deal  of  control  over  the  rate  of  growth  in 
nursing  home  costs  while  still  meeting  federal  requirements  for  adequate 
reimbursement.     Its  impact  over  the  time  period  examined  here  was  apparently 
not  very  different  from  the  direct  imposition  of  limits  on  increases  in 
nursing  home  rates  such  as  occurred  in  Wisconsin.     In  California,  for  example, 
SNF  rates  increased  by  3.5  percent  between  1981  and  1982,  compared  to  13.6 
percent  between  1980  and  1981. 

Also  consistent  with  the  hypothesis  that  flat  rate  reimbursement  systems 
functioned  to  constrain  nursing  home  expenditure  growth  was  the  experience  of 
one  of  the  high  growth  states.    Utah  instituted  a  flat  rate  reimbursement 
system  for  nursing  homes  in  1981  and,  in  contrast  to  the  other  high  growth 
states,  shows  only  modest  increases  in  nursing  home  expenditures  over  the 
1979-1982  time  period.     Utah  also  implemented  a  preadmission  screening  program 
and  tightened  its  definition  of  medical  necessity  for  nursing  home  care,  which 
also  could  have  contributed  to  holding  down  increases  in  nursing  home  spending 
in  the  state. 

Colorado  tightened  its  nursing  home  preadmission  screening  program  with 
the  objective  of  encouraging  alternative  services.     To  reinforce  the 
incentives  to  divert  eligibles  to  non-institutional  care  the  state  began 
requiring  a  local  match  for  nursing  home  services,  but  reduced  the  local  match 
for  Title  XX  financed  alternatives.     This  may  have  been  a  factor  in  the 
state's  spending  for  nursing  home  care,  which  increased  by  only  0.7  percent 
between  1981  and  1982.     Colorado  also  made  a  change  in  its  nursing  home  rate 
setting  methodology,  but  that  change  was  relatively  minor  and  did  not  become 
effective  until  the  last  quarter  of  federal  fiscal  year  1982,  thus  making  it 
unlikely  to  have  significantly  affected  FY  82  expenditures. 


4.     California  Department  of  Health  Services,  Rate  Development  Branch, 
Unpublished  data,  August  1983. 
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Although  differences  in  rates  of  increase  in  non-institutional  expendi- 
tures between  low  and  high  growth  states  appear  to  have  been  less  important  to 
total  expenditure  growth  than  increases  in  institutional  spending,  examination 
of  policy  changes  toward  non-institutional  services  is  interesting  nonetheless. 
These  Medicaid  expenditure  and  policy  data  can  be  construed  to  suggest  that 
there  are  a  variety  of  different  policies  effective  in  controlling  growth  in 
non-institutional  service  spending.     In  addition  to  rate  controls  and  rate 
freezes,  reductions  in  service  coverage  and  copayments  may  have  contributed  to 
effective  cost  control  for  both  groups  of  states. 

Four  of  these  states,  for  example,  established  rate  controls  for  non- 
institutional  services  (California,  North  Carolina,  Wisconsin,  and  Minnesota). 
The  largest  expenditure  increase  among  those  states  was  7.6  percent  in 
Minnesota  (Table  2).     Eight  states  reduced  their  coverage  of  drugs;  six  of 
those  eight  (Illinois,  North  Carolina,  Texas,  Wisconsin,  Pennsylvania,  and 
Utah)  experienced  a  reduction  in  drug  expenditures.     Finally,  four  low  growth 
states  instituted  copayments  for  a  variety  of  non- institutional  services. 
Three  of  the  four — Illinois,  North  Carolina,  and  Wisconsin — experienced  sub- 
stantial reductions  in  overall  non-institutional  spending:     Illinois  of  4.6 
percent,  North  Carolina  of  12.8  percent,  and  Wisconsin  of  6.0  percent.  The 
remaining  state,  California,  shows  an  increase  of  only  2.4  percent.     Thus,  it 
appears  that  rate  and  service  coverage  limits  and  copayments  may  all  have  been 
instrumental  in  the  control  of  non- institutional  expenditures. 


IV.  CONCLUSIONS 

The  data  examined  in  this  study  suggest  an  association  between  a  number 
of  different  Medicaid  policies  and  effective  control  of  growth  in  Medicaid 
spending.     In  general,  this  association  appeared  to  revolve  around  policies 
geared  toward  limiting  both  service  utilization  and  increases  in  rates. 

Because  the  spending  slowdowns  analyzed  here  occurred  in  conjunction  with 
OBRA,  it  is  interesting  to  consider  the  impact  OBRA  may  have  had  on  policy 
changes  that  led  to  slowdowns  in  Medicaid  spending  through  its  increased  state 
flexibility  provisions.     Several  points  regarding  this  question  seem  to  emerge 
from  this  analysis.     First,  OBRA's  loosening  of  hospital  reimbursement  guide- 
lines was  used  extensively  by  the  low  growth  states.     Between  1981  and  1982 
four  of  them  (California,  Illinois,  North  Carolina,  and  Wisconsin)  adopted  new 
or  placed  limits  on  their  existing  hospital  reimbursement  systems.     Three  of 
them  experienced  very  low  growth  in  hospital  spending  between  the  two  years. 
The  fourth,  Wisconsin,  experienced  fairly  rapid  growth  in  hospital  spending. 
This  state  limited  rate  increases,  but  apparently  did  not  simultaneously  move 
to  control  utilization. 

Other  cost  effective  policy  changes  made  over  the  period  of  time  examined 
here,  however,  appear  to  be  unrelated  to  the  increased  flexibility  provisions 
of  OBRA.  The  reductions  in  matching  rates  mandated  by  the  legislation  should 
have  encouraged  states  to  enact  cost  constraining  policies,  but  the  authority 
for  implementing  most  of  them  was  not  new.  States  have  historically  had  more 
control  over  the  design  of  nursing  home  than  hospital  reimbursement  systems, 
for  example,  and  the  most  recent  loosening  of  federal  constraints  on  state 
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approaches  to  nursing  home  reimbursement  was  in  the  1980  program  amendments, 
not  OBRA.     Similarly,  states  had  wide  latitude  in  establishing  non-institu- 
tional rates  prior  to  1981  as  well  as  the  authority  to  impose  utilization 
controls  and  service  limitations. 

OBRA  did  allow  states  more  flexibility  with  respect  to  coverage  of  the 
medically  needy  and  18  to  20  year  olds,  but  that  flexibility  was  apparently 
little  used,  and  in  states  where  it  was  used  it  does  not  appear  to  have  been 
associated  with  effective  cost  constraint.     According  to  the  data,  more  high 
growth  states  eliminated  specific  eligibility  groups  than  did  low  growth 
states  (Tables  7  and  8).    Moreover,  the  groups  eliminated  were  small  relative 
to  the  entire  population  covered  under  the  program. 

The  remaining  areas  in  which  OBRA  allowed  states  greater  policy-making 
freedom  were  ones  for  which  it  is  difficult  to  believe  that  policy  changes 
could  have  greatly  affected  total  expenditures.     The  institution  of  recipient 
lock- ins,  provider  lock-outs,  and  competitive  bidding  arrangements,  and  the 
encouragement  of  HMO  use  may  well  have  increased  program  efficiency  and 
reduced  expenditures  to  some  extent,  but  their  impact  could  be  detected  only 
with  different  types  of  data  than  are  examined  here.     For  example,  lab  and 
radiology  service  expenditures  together  averaged  only  0.5  percent  of  total 
Medicaid  spending  nationwide  in  1980.      Consequently,  any  cost  savings  from 
competitive  bidding  for  laboratory  services  is  likely  to  be  undectable  given 
the  gross  level  data  collected  for  this  study. 

To  determine  the  impact  of  lock-ins  and  lock-outs  we  would  need  to  know 
the  extent  of  the  fraud  and  abuse  problem,  and  how  many  providers  and  recipi- 
ents were  involved.     It  seems  unlikely,  however,  that  the  large  spending 
increases  exhibited  by  the  states  prior  to  1982  were  substantially  a  product 
of  fraud  and  abuse.     Consequently,  it  is  also  unlikely  that  efforts  to  curb 
fraud  and  abuse  would  result  in  the  magnitude  of  spending  declines  these 
states  experienced  in  1982.     Similarly,  increased  HMO  use  may  have  noticeable 
long  run  effects  on  expenditure  growth,  but  it  seems  unlikely  that  a  major 
restructuring  of  states  Medicaid  delivery  systems,  that  is  large  scale 
shifting  from  f ee-f or-service  to  prepaid  providers,  could  have  been  accom- 
plished within  one  fiscal  year.     Prior  to  1982,  HMOs  represented  only  a  very 
small  portion  of  total  Medicaid  spending. 

The  data  examined  here,  then,  suggest  that  the  most  important  0BRA- 
related  change  that  allowed  states  to  more  effectively  control  their  Medicaid 
spending  was  the  loosening  of  guidelines  for  reimbursing  hospitals.  Non-OBRA- 
related  policy  changes  (i.e.,  utilization  and  non-hospital  rate  controls), 
however,  appeared  to  be  at  least  as  important  to  effective  expenditure  control. 


5.     Health  Care  Financing  Administration,  "The  Medicare  and  Medicaid  Data 
Book,  1983,"  (Washington,  D.C.:GP0,  1984),  Table  4.19,  p.  121. 
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